This paper presents a study to find the relationship between earnings response coefficient and earnings management on some selected firms listed in Tehran Stock Exchange (TSE). 
Introduction
Earnings management plays essential role on predicting investors' behavior and stock prices. A good method for forecasting stock price could create good investment opportunities (Schipper & Vincent, 2003; Balsam et al., 2003; Bae & Sami, 2005; Abednazari & Noravesh, 2013) . There are literally various studies on learning more about earnings management. Maranjory et al. (2013) investigated the role of discretionary accruals in the earnings management of some Iranian firms. There were two hypotheses associated with this study on the relationship between income smoothness and discretionary accruals and the proposed study was implemented on selected firms from Tehran Stock Exchange (TSE). They reported that discretionary accruals (DA) leads to the converse relationship among discretionary accruals variation and current and future cash flow. They also reported that the firms with high variation in Iran utilized more discretionary accruals compared with the firms with lower variation. Hayatbakhsh and Esmaeilzade Maghariee (2013) performed a study on relationship between asymmetric information on dividend polices of some TSE companies. Dadbeh and Mogharebi (2013) examined the effect of information asymmetry on earning management by examining a sample of 47 TSE companies over the period 2002-2008 based on panel data. They reported that the information asymmetry had some meaningful effects on earnings management. Ahmadi et al. (2013) presented a logistic regression model to measure risk management of receivable accounts on some selected firms from drug industry listed on TSE. They considered the effects of various variables such as current ratio, quick ratio, working capital on total assets and cash flow on economic value added by gathering the necessary information of 29 firms over the period 2006-2011. They reported that the proposed model of this paper was capable of forecasting high profit firms with good probability.
Banimahd and Jalali Aliabadi (2013) performed a study on relationship between earnings management and operating cash flows management on some selected TSE firms. They reported that there was a meaningful relationship between earnings management and operating cash flows management. In other words, earnings management creates and shapes operating cash flows management. In addition, after controlling for the loss reporting, firm size and firm's financial risk, the results indicated that there was a relationship between loss reporting and firm size with the cash flows management. When firms report loss, then operating cash flows increases and as operating cash flows decreases, firm size increases too. Ghodrati et al. (2013) evaluated the effect of profit quality structures on capital cost and the primary objective was to disclose the effect to investors. They reported that the estimated model could explain 22 percentages of variable changes. This means that there was a weak linear relationship between cost of capital and profit persistence, profit predictability and other variables. Based on the regression estimation they reported that there was a direct relationship between earnings persistence and cost of capital and there was a reverse relationship between earnings predictability and cost of capital.
The proposed study
In this paper, we present an empirical investigation to study the relationship between earnings response coefficient and earnings management on some selected firms listed in Tehran Stock Exchange (TSE). To study used Johns's model (Johns, 1991) to investigate the behavior of earnings management. The proposed model is as follows,
where TAC i represents total accrual, TA it-1 is total assets for firm i in year t-1, DREV it is the change in revenue from t to t-1, DREC it is the change in receivable accounts from t to t-1, PPE it is the growth value of equipment for year t, and e it represents residuals. In addition, the proposed study uses Ohlson's model (Ohlson, 1995) to estimate earnings response coefficient as follows,
Price = δ 0 +δ 1 BVE + δ 2 EPS + δ 3 (EPS * DE) + δ 4 (EPS *EVAR) + ψ
where Price represents the closing price in each year, BVE is the book value of each share, EPS is the earnings per share, DE is the ratio of debt to equities and finally EVAR represents the net change in EPS. The study gathers the necessary information from 250 firms from TSE market over the period 2006-2012. The main hypothesis of this survey is as follows,
Main hypothesis: There is a negative and meaningful relationship between earnings response coefficient and earnings management.
The results
In this section, we present details of testing the main hypothesis of this survey based on different models. Table 1 demonstrates some basic statistics associated with the proposed study of this paper. We have looked at the covariance between DREC and PPE and the correlation ratio has been calculated as 0.03 with P-value=0.93, which indicates a weak correlation between two variables. In order to perform regression analysis we need to know whether fixed effect is an appropriate method and Table 2 shows details of our survey. Based on the results of Table 2 we realize that fixed effect is appropriate for our study. Table 3 shows details of our findings, The results of Table 3 show that the regression model fits well since all t-statistics are meaningful when the level of significance is five percent, Durbin-Watson is within an acceptable limit, which means there is no correlation between residuals and Fisher statistics is significance.
We now consider the main model and first consider basic statistics associated with mean, standard deviation, etc. Table 4 summarizes the results of our survey. We have also compared the correlation ratios among different variables stated in Table 4 and we did not find any strong correlation. Therefore, there is no threat on having the bad consequences of collinearity. In addition, we have investigated whether we could use fix effect or not and Table 5 summarizes the results of our survey. Based on the results of Table 5 we realize that fixed effect is appropriate for our study and Table 6 shows details of our findings. The results of Table 6 show that the regression model fits well since all t-statistics are meaningful when the level of significance is five percent, Durbin-Watson is within an acceptable limit, which means there is no correlation between residuals and Fisher statistics is significance.
Next, we examine the relationship between earnings response coefficient and earnings management and the first step is to look whether we could use fixed effect or random effect. Table 7 shows details of our survey. Based on the results of Table 7 we realize that fixed effect is appropriate for our study and Table 8 shows details of our findings. The results of Table 8 show that the regression model fits well since all t-statistics are meaningful when the level of significance is five percent, Durbin-Watson is within an acceptable limit, which means there is no correlation between residuals and Fisher statistics is significance. We now repeat our results with the presence of control variables. Table 9 summarizes the results of our survey for fixed or random effects. Based on the results of Table 7 we realize that fixed effect is appropriate for our study and Table 10 shows details of our findings. The results of Table 8 show that the regression model fits well since all t-statistics are meaningful when the level of significance is five percent, Durbin-Watson is within an acceptable limit, which means there is no correlation between residuals and Fisher statistics is significance. As we can observe from all models, market price has meaningful relationship with change in EPS. There is also a negative and meaningful relationship between earning management and EPS (-0.518719).
Conclusion
In this paper, we have presented an empirical investigation to study the relationship between meanings management and earnings management coefficient. The study gathered the necessary information from Tehran Stock Exchange and using two well-known methods examined the main hypothesis of this survey. All results of our survey have indicated that there was a negative and meaningful relationship between earnings response coefficient and earnings management.
